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Introduction
In December 2006, Community Investments highlighted 
the issue of homeownership preservation, noting that “Over-
all, rates of delinquency and foreclosure in the 12th District 
are lower than the U.S. as a whole. Yet if the housing market 
cools, and as adjustable-rate or interest-only mortgages reset, 
many borrowers may suddenly face mortgage default and 
foreclosure and risk losing the equity that they have gained. 
This is of particular concern for borrowers in the subprime 
market.” The goal of the issue was to raise awareness about 
the increase in subprime lending and its associated risks, yet 
the articles in that issue were cautious about portending any 
real problems in the overall subprime mortgage market. In 
retrospect, we didn’t sound the warning bells of increasing 
signs of borrower distress loud enough.
Indeed, a lot has changed in the last 15 months. Sub-
prime lending and the rise in mortgage delinquencies have 
become the subject of daily news articles, and the impacts of 
foreclosures have extended from families and local commu-
nities to the global financial markets. Nationwide, counsel-
ors, lenders, and servicers are working to identify best prac-
tices for preventing foreclosures and developing policies and 
programs to respond to the growing demand for counseling 
and loan modifications. At the federal level, policymakers 
and regulators are examining legislation and regulations that 
govern the mortgage market to determine what policies are 
necessary to prevent further foreclosures, and to ensure that 
a similar problem does not occur again in the future.
Within  the  Community  Development  Department 
at the San Francisco Fed, we’ve been working to leverage 
our research and convening functions to help prevent fore-
closures and to help mitigate the negative impact of fore-
closures  on  families  and  communities.  In  early  2007,  we 
launched a comprehensive foreclosure prevention initiative: 
“Preserving Homeownership: Preserving Communities.” In 
this article, we describe what we are doing as part of this 
foreclosure prevention initiative, and outline our plans for 
continuing to work with communities affected by this crisis 
within the Federal Reserve’s 12th District. 
The Foreclosure Crisis: Trends within the 
Federal Reserve’s 12th District
To set the context for the Fed’s role in foreclosure pre-
vention efforts, it is worthwhile to provide a brief overview 
of what the data and research show about the rise in fore-
closures and its underlying causes, with a focus on the nine 
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states  that  comprise  the  Federal  Reserve’s  12th  District. 
While some communities have been struggling with high 
rates of foreclosure for a much longer time,1 the recent rise 
in delinquencies and foreclosures in the 12th District has 
been sudden and substantial. As noted above, in December 
of 2006, the states in the 12th District had among the lowest 
foreclosure rates in the country; just a year later, Arizona, 
California and Nevada were among the top 10 in overall 
foreclosure rates, although rates in the Pacific Northwest 
remain below the national average. (See Figure 1) 
At a more localized level, many metropolitan areas in 
Arizona, California and Nevada are struggling with even 
higher  rates  of  delinquencies  and  foreclosure,  especially 
among subprime loans. The inland areas of California (in-
cluding  Riverside  and  San  Bernardino  counties,  and  the 
cities of Bakersfield, Fresno, Merced, Modesto, Sacramento, 
and Stockton) have been severely affected, as have the Las 
Vegas and Phoenix metropolitan areas. The District is also 
home to cities with relatively low overall rates of foreclosure, 
however, including the San Francisco Bay Area, Seattle and 
Portland. Yet even within these areas, some neighborhoods 
are seeing a rise in delinquencies and foreclosures, with at-
tendant negative consequences for both the borrowers and 
the community.
What accounts for the differences in foreclosure rates 
among the regions of our district? Perhaps the most sig-
nificant factor driving the rise in delinquency and foreclo-


































































Figure 1. Foreclosure rates in 12th District states
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house values. Economic research has shown that downward 
changes in house prices are strongly associated with sub-
prime delinquency “hotspots.”2 Indeed, as Figures 2A and 
2B show, the cities within the 12th District that have seen 
the greatest changes in house values—from a period of rapid 
house price appreciation to house price declines—also have 
seen the highest rates of subprime mortgage delinquencies 
(See Figures 2A and 2B). This is not to say that declining 
house values alone cause foreclosure. But, as prices have de-
clined, borrowers who are struggling to pay their mortgage—
for example, due to a job loss or illness—may have a more 
difficult time refinancing or tapping into their home equity 
to bridge a gap in income. In addition, borrowers who were 
counting on house price appreciation in order to refinance 
into a more affordable loan have found doing so difficult, 
particularly if their loan-to-value ratio has left them with too 
little equity to qualify for a new loan.
Relaxed  underwriting  standards  and  abusive  lending 
practices have also played a role in the increased risk of de-
linquency and foreclosure for subprime borrowers. As Chair-
man Bernanke recently noted, “far too much of the lend-
ing in recent years was neither responsible nor prudent.”3 
Research has shown that between 2001 and 2006, a period 
of rapid growth in subprime lending, underwriting criteria 
eased substantially and loan quality deteriorated quickly.4 
For example, many subprime loans layered multiple risk fac-
tors, such as a lack of full documentation, high combined 
loan-to-value ratios, and high debt-to-income ratios. These 
problems in underwriting, however, were masked by rapid 
house  price  appreciation,  and  it  was  only  when  housing 
markets began to cool that they became widely apparent.
While much attention has focused on interest rate resets 
as a trigger for delinquencies and defaults—particularly on 
loans with artificially low introductory rates—so far they have 
not played a significant role.5 This is not to say, however, 
that resets won’t matter going forward. The Federal Reserve 
Board estimates that about 1.5 million loans are scheduled 
to reset in 2008.6 Especially for borrowers already stretched 
to the limit, these resets may significantly increase the likeli-
hood of delinquency.  
The rising number of delinquencies and foreclosures has 
serious  implications  for  low-  and  moderate-income  com-
munities. While linking data on borrower income and race 
with data on loan performance is difficult, studies of cities 
like Baltimore, Chicago, and Cleveland have found that low-
income and minority communities have been the hardest hit 
by concentrations of foreclosures.7 Foreclosures could under-
mine much of the success that has been achieved in increas-
ing the number of low-income and minority homeowners, 
and limit their ability to build wealth over the long-term. The 
rise in foreclosures may have other negative implications as 
well, such as reducing neighborhood property values and in-
creasing crime.8 Furthermore, as declining property taxes and 
transfer fees shrink local government revenues, vital services 
to low- and moderate-income families may also suffer. 
Addressing the Problem: The Role  
of Community Development at the  
San Francisco Fed
For these reasons, minimizing the impact of foreclosures 
on  low-  and  moderate-income  families  and  communities 
has become an important priority for the Community De-
velopment department, and we have been dedicating both 
our research and outreach activities to helping lenders, mu-
nicipal governments, and community groups respond to the 
foreclosure crisis. Our work has focused in three key areas: 
research and analysis, raising awareness, and supporting the 
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*60 days or more past due or in foreclosure
Source: First American LoanPerformance
Figure 2B. Subprime Delinquency Rates* for Selected MSAsResearch and Analysis
Starting with the December 2006 issue of Community 
Investments, the research team has undertaken several proj-
ects  designed  to  support  the  Department’s  foreclosure 
prevention efforts. Key among these has been examining 
data  on  mortgage  foreclosures  to  identify  local  “foreclo-
sure hotspots” within our District, with the goal of helping 
local groups strategically target their borrower outreach and 
foreclosure prevention efforts. Using local data from Loan-
Performance and foreclosure filings from county recorders’ 
offices, the team has created localized maps that show the 
distribution of subprime loans as well as the distribution of 
delinquencies and foreclosures. Another aspect of this work 
has been to identify which neighborhoods will see the great-
est number of loans resetting in 2008, since these borrowers 
may benefit from targeted outreach and the refinance and 
loan modification programs that exist. (See Figure 3) The 
Department is also mapping neighborhoods with high con-
centrations of REO properties, and is working to identify 
best practices for converting REO properties into affordable 
homeownership opportunities. (See Figure 4) All of these 
maps and tables are provided as presentations that can be 
used as part of outreach meetings, and are available on the 
Community Development website.
The research team is also working to identify longer term 
research projects to try and answer other questions related 
to the impact of foreclosures. For example, who has been 
most affected by the rise in defaults and delinquencies in 
the subprime market? What happens to low-income fami-
lies after they lose their homes? What is the relationship 
between  savings,  consumer  debt,  and  financial  decision-
making? While these questions are much more difficult to 
answer—particularly given the lack of data—the goal is to at 
least provide exploratory information in these areas to help 
shape better policies and strategies that can support sustain-
able homeownership, now and in the future. 
Raising Awareness
Building on this research, the second part of the Depart-
ment’s work has focused on educating stakeholders about 
local  foreclosure  trends  and  disseminating  best  practices   
in foreclosure prevention. In the summer of 2007, in part-
nership with the other three banking regulatory agencies, 
Figure 3. The distribution of subprime loans in Los Angeles that will reset in 2008.  Mapping the data can help identify “hotspots”  
     that may benefit from targeted borrower outreach and foreclosure prevention and mitigation efforts.


















Percent of Subprime Loans
to Reset in 2008
Less than 10 percent
10 - 20 percent
20 - 25 percent
25 - 33 percent
More than 33 percent
Insufficient Data
Source: Reset data from First American LoanPerformance (12/2007). Map generated by the Federal Reserve Bank of San Francisco Community 
Development Department, based on analytics provided by the Federal Reserve Board of Governors and aggregated at the zip code level. the Department hosted six foreclosure prevention summits 
in San Francisco, Fresno, Los Angeles, San Diego, Phoe-
nix, and Las Vegas. The summits brought together over 
700 participants, including local, state, and federal govern-
ment officials, bank and nonbank lenders, loan servicers, 
mortgage brokers, housing counselors, leaders of commu-
nity organizations, and academics. These meetings helped 
inform participants about the nature, causes, and extent of 
foreclosures in their areas, and galvanized local initiative 
to target interventions and resources to the most affected 
areas. Since then, additional meetings have been held in 
Modesto, California’s Inland Empire, and Utah.
Strengthening Local Task Forces
The third focus of our work has been to create and/
or  strengthen  local  task  forces  to  help  address  “on  the 
ground” challenges to foreclosure prevention. Each task 
force—comprised of a broad coalition of government agen-
cies, nonprofits, financial institutions, and servicers—is de-
signed to respond to local needs and to take on a range of 
activities related to foreclosure prevention and mitigation. 
Already, the task forces have been instrumental in leveraging 
and aligning local resources to address barriers to foreclosure 
prevention. The Arizona Foreclosure Prevention Coalition, 
for example, has raised additional funds from private, state, 
and federal sources to increase the capacity of local housing 
counselors to respond to the growing number of calls from 
distressed borrowers in the state.
Much of the focus of local task forces has been on improv-
ing borrower outreach, and connecting distressed borrowers 
with counselors and/or servicers. One strategy that is prov-
ing to be successful is borrower outreach fairs. In Modesto, 
Lena Robinson, the Community Development department’s 
regional manager for Northern California, worked with the 
community-based  group  No  Homeowner  Left  Behind-
Stanislaus to organize a borrower outreach fair in early March 
that attracted over 200 homeowners. Many of the large lend-
ers,  including  Citi,  Wells  Fargo,  Chase,  Countrywide  and 
Washington Mutual, sent staff members to the event to nego-
tiate personally with borrowers, and start the process of loan 
modifications. Similar fairs have been held in other hard-hit 
locations such as San Bernardino, CA and Phoenix, AZ. 
Figure 4. Real-Estate Owned properties (REOs) in Los Angeles. As of March, 2008, many of LA’s REOs were concentrated in  

























Source: REO properties compiled from RealtyTrac and bank REO listings (3/2008). CRA eligibility is determined by the FFIEC. Map generated by the 
Federal Reserve Bank of San Francisco Community Development Department.  In addition, local task forces have undertaken efforts 
to improve the institutional capacity of stakeholders who 
provide  loan  modification  and  forbearance  assistance. 
Community Development has sponsored several training 
workshops for housing counselors, lenders, and servicers in 
an effort to improve loan modification processes and for-
bearance plans. The Loan Servicer Forum in Los Angeles 
in December 2007, for example, helped identify the major 
barriers to effective loan resolutions and resulted in im-
proved communication channels between housing coun-
selors and servicers. 
Next steps
As trends in the mortgage market unfold, the Depart-
ment will continue to identify areas where its research and 
convening  functions  can  help  to  mitigate  the  negative 
impact  of  foreclosures  on  borrowers  and  communities. 
As mentioned earlier, one key focus will be on identifying 
best practices in the area of REO property conversion. Are 
there innovative ways to convert foreclosed properties 
into affordable rental or homeownership opportunities?9 
What can municipalities faced with large numbers of vacant 
properties do to minimize the negative spillover effects on the 
wider community? This summer, the Department intends to 
hold a two-day conference to provide training to government 
officials, nonprofits, and lenders that are interested in these 
questions.
Over the long-term, however, the Department will con-
tinue to think more broadly about how homeownership fits 
into the overall asset-building picture for low-income house-
holds, and what other programs or policies are necessary to 
ensure that homeownership is sustainable. This is likely to 
entail a wide range of interventions, from expanding access 
to financial education and increasing the supply of affordable 
homeownership opportunities to ensuring that families have 
access to health care so that they don’t need to tap into their 
equity to pay for medical debts. In addition, it requires that 
we continue to see homeownership as a key part of a broader 
community development agenda, one that focuses on com-
prehensively revitalizing neighborhoods and expanding the 
asset building opportunities available to low-income house-
holds. Finally, we will continue working on expanding access 
to responsible lending to low-income families and commu-
nities. As President Yellen noted in her remarks at our 2008 
National Interagency Community Reinvestment Conference, 
“We should not view the current foreclosure trends as justi-
fication to abandon the goal of expanding access to credit 
among low-income households, since access to credit, and the 
subsequent ability to buy a home, remains one of the most 
important mechanisms we have to help low-income families 
build wealth over the long term.”10  
“We should not view the current 
foreclosure trends as justification to 
abandon the goal of expanding access to 
credit among low-income households...”
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Save the Date!
Mitigating the Negative Impact of Foreclosures 
Hollywood Renaissance Hotel, Los Angeles, CA 
July 15-16th, 2008 
Join us for two days in Los Angeles for a series of panels and workshops designed to help nonprofits and local governments 
mitigate the negative impact of foreclosures on borrowers and neighborhoods. Workshop topics will include: using 
data to identify neighborhoods with concentrated foreclosures, acquiring and rehabbing REO properties for affordable 
housing, and connecting families to post-foreclosure resources such as credit repair and rental assistance. 
REBUILD    NG
R E C O V E R Y | R E N E W A L
A Federal Reserve Foreclosure Series
The workshop agenda, as well as information about registration, 
will be available in the first week of June on our website: www.frbsf.org/communityEndnotes
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